ABSTRACT
INTRODUCTION
Institutional credit is considered as a powerful tool for alleviating poverty. Microfinance is the supply of loans, savings, and other basic financial services to the poor. As the financial services of Microfinance usually involve small amounts of money -small loans, small savings etc. the term "Microfinance" helps to differentiate these services from those of commercial banks. Microfinance in India has been through two channels of credit delivery to poor and low-income households -Self Help Group Bank Linkage Programme (SBLP) and the Microfinance institutions lending through groups as well as directly to individuals. Both these models which evolved and grew gradually during the 1990s, registered a blistering pace of growth in outreach and portfolios in the next decade. However, the MFI segment has grown over 20 times in the last 5 years from INR 8.97 billion loans outstanding in 2005, the MFIs reached the position of INR 183.44 billion loan outstanding in 2010. The SBLP program comparatively has grown at 30% year on year during the same period. In the last 5 years, the Microfinance operations that were earlier concentrated in the southern and eastern states began to spread to other poorer regions with the large MFIs expanding their operations to these regions as well as with the emergence of local new age institutions.
MFIs have been relatively faster in reaching out the under-served population even in the most difficult geographical regions of India. The MFI channel culminated in last decade in terms of its outreach, product diversity and technological innovation. However, as the sector scaled up, absence of a conducive regulatory framework along with few other political factors caused the Andhra Pradesh crisis in 2010. Due to the crisis the MFIs have suffered a huge loss in terms losing their loan portfolios. Moreover, as the Banks stopped lending to MFIs, they have not been not been able to disburse fresh loan to their clients. This has been also been a huge setback to the low income people across India that were being benefitted by the Microfinance services from the MFIs.
In the aftermath of the crisis, all stakeholders of industry have shown their commitment to introspect and restrengthen the sector. Small Industries Development Bank of India (SIDBI) having played a key role in the development of Microfinance in India commissioned this study for carrying out a detailed analysis of interest rates, costs and margins and product pricing of SIDBI assisted Microfinance institutions. ACCESS Development Services carried out the study.
An as apex development finance institution, Small Industries Development Bank of India (SIDBI) has played a significant role in the development and growth of Microfinance in India through the SIDBI Foundation for Micro Credit (SFMC). SFMC is the apex wholesaler for Microfinance providing a complete range of financial and support services enabling the growth of MFIs. These services have enabled the Microfinance institutions, especially in their initial stage of development, to invest in systems and institution building, imbibe sound practices. Based on credit history created with SIDBI, the MFIs could access commercial funding; both debt and equity, which in turn fuelled the portfolio and outreach growth. The sector building role played by SFMC has contributed to development of technical service providers for the MFIs, which enabled their growth.
The research addresses the lack of access of the underserved segments of the population to financial services, an important constraint to improved productivity and incomes, and particularly in the aftermath of dual crises that have affected the Microfinance sector in India; the global financial crisis which continues to affect MFIs and their clients, and more importantly the impact of the crisis in Andhra Pradesh, which has caused a precipitous drop in repayment in the affected region of the country, and may significantly undermine the outreach and sustainable of the sector throughout India. The study is a part of the component. Strengthening Responsible Finance" which addresses many of the root causes of the AP crisis, and provides solutions for taking on the responsible finance agenda at such a critical time for the future of the Microfinance sector. In particular, the Project strengthens the Responsible Finance agenda through creation of a Lenders" Forum, development of a common information platform similar to the Global Mix Market and formalizing of a system for monitoring of the Microfinance Code of Conduct, among others.
OBJECTIVES OF THE STUDY
The proposed research study has the following objectives:
 To study the existing interest rate structures of various MFIs.  To study the channels used and its impact on the customers of MFIs  To study the credit collection methods being devised by MFIs.  To suggest enduring solutions for the effective service delivery of MFIs.
SIGNIFICANCE OF THE STUDY
 To study the various financial products being offered to the farmers by MFI"s  To identify the reasons of high interest rates charged by the MFIs.  Easing of Interest rates by cutting operating costs through better service delivery.  This study will also help in making MFIs a better tool for socio-economic development.
RESEARCH METHODOLOGY a) Research Design -
The study proposes to adopt a "Descriptive Research Design". This design is most appropriate as the research studies the systems and processes in detail to explore the possibilities of reduction in the operating costs of MFIs and thus to suggest a cost-effective service delivery system based on the data collected. 
LITERATURE REVIEW Interdisciplinary Relevance
The characteristic of interest of the research problem in question, that is service delivery of MFIs is relevant to the beneficiaries of micro-credit, micro-mortgages, micro-insurance that covers the majority of the rural population. Therefore the problem not only addresses the social issues but also has economic, marketing and developmental dimensions. The scope of the proposed study, therefore, is not limited to any particular discipline. It is rather all-encompassing covering the conduct of systems and processes through which MFIs work and provide services, which while up-lifting the poor sections of society will contribute towards economy in general & financial inclusion in particular.
Review of Research & Development in the Subject International Status:
A few research studies include:
 Sustainability of MFI from small farmer's perspective: A case of Rural Nepal Conclusion of this study was that the small farmers who involved in executive committee for more than a year were more concerned about institutional sustainability than others. It is revealed that small farmers generally do not think in terms of institutional sustainability when they borrow the loans. The majority of non-executive small farmers had a little concern about "institutional" sustainability.
 CERMI: Centre for European Research in Microfinance conducts many research studies on Microfinance From a microeconomic and managerial perspective, CERMi is undertaking research on institutional aspects including governance and risk management of Microfinance institutions, as well as the concept of a client-driven approach toward the development of financial services and products. From a macroeconomic and sociological point of view, CERMi focuses on matters of regulation and local government policy, as well as the roles played by central banks and international donors. Links between Microfinance and the traditional banking sector are also analyzed, and throughout this research, special attention is given to ethical considerations that are specifically relevant and critical to the evolution of the Microfinance industry.
 Strengthening internal controls of MFIs in Tajikistan: A project initiated by World Bank
The development objective of the Tajikistan's Second Poverty Alleviation Project is to improve the living standards of poor and vulnerable people through micro-projects, micro-finance services, and community empowerment in areas served by the project.
 Lot of academic efforts involving stakeholder participation are visible through, formal and informal efforts for gathering expert opinion from the industry for various issues relating to high interest rates.
Microfinance institutions" (MFIs) high interest rates have been at the center of controversy from the beginning of Microfinance. One plausible and widely accepted theory, which explains MFIs" high interest rate puzzle, is that there exist fixed costs involved in making loans, say per borrower (or per loan) fixed transaction costs. However, in spite of its topicality, this fixed costs theory still remains untested empirically. Based on the theoretical operating costs function and a large data set on 534 MFIs from 75 countries, this study is the first attempt to test the fixed costs theory directly, by answering the following questions: how much of operating costs are incurred by per borrower fixed transaction costs?
National Level
At the national level, the Indian Microfinance sector presents a strong growth story. Its growth performance was impressively sustained even during the liquidity crunch. As of March 2009, MFIs in India reported a client base of 22.6 mn with an outstanding portfolio of more than $2 billion. But the recent controversy has forced the academicians to undergo research study regarding MFIs. Some of the research works being conducted at the national level are:  Bringing Rural India into Growth Fold: A project by NABARD NABARD has played a pioneering role in Financial Inclusion by extending formal banking services to the unreached rural poor by evolving supplementary credit strategies in a cost effective manner by promoting Self Help Groups (SHGs), Joint Liability Groups (JLGs), Farmers' Clubs (FCs), etc.
NABARD's Micro-finance Initiatives
NABARD, during the early eighties, conducted a series of research studies, which showed that despite having a wide network of rural bank branches that implemented specific poverty alleviation programmers and self-employment opportunities, a very large number of the poor continue to remain outside the fold of the formal banking system.
SHG-Bank Linkage Scheme
Against this background, a need was felt for supplementary policies, systems and procedures, savings and loan products, other complementary services, and new delivery mechanisms, which would fulfill the requirements of the poor, especially of the women members of such households.
Self Help Group-Bank Linkage Programme 1. Government started it in 1992. 2. SHGs are informal associations of poor people who come together to acquire financial services. 3. The programme works on a group lending model wherein being a member of an SHG gives many incentives to the poor. 4. Incentives are in the form of ease in access to financial services, lower interest rates (especially for women SHGs) and training programmes for entrepreneurship.
NABARD-UNDP Collaboration
This apart, NABARD and UNDP have entered into collaboration for financial inclusion in seven focus states viz. Bihar, Chhattisgarh, Jharkhand, Madhya Pradesh, Orissa, Rajasthan and Uttar Pradesh. This collaboration is part of the Country Programme Action Plan (CPAP) signed between Government of India and the UNDP. The project budget for the annual work plan 2009 was US $ 2,98,335, which is being provided by UNDP. A sensitization workshop for the Officer-in-charge of the seven focus state regional officers has been conducted and projects have been initiated under NABARD-UNDP collaboration for financial inclusion.  Task-force on Supportive Policy and Regulatory Framework for Microfinance : A project by NABARD Microfinance (MF) is being practiced as a tool to attack poverty the world over. During the last two decades, substantial work has been done in developing and experimenting with different concepts and approaches to reach financial services to the poor, thanks mainly to the initiatives of the NonGovernmental Organizations (NGOs) and banks in various parts of the country. 
Inferences: Most of the respondents agree that they lend to individuals who are members of a credit group, provide loans to those whose businesses generate weekly cash flow, require group guarantee of loans, lend at commercial interest rates and require members to save. Thus it indicates that the lenders take precautionary step towards lending sentiment about their businesses in the market. Inferences: Banks are still not active in providing microfinance to the root level.
What kinds of institutions deliver financial services to poor clients?
3. How much effective is the channel from whom they procure MFI? Rate the following as reasons for microloan repayment on the degree of importance. Inference: Effectiveness of the channel is rated by the respondents as per the time taken and availability of the channel to the customer. Also it includes the processing in reaching out.
4. Your MFI"s microloan default rate (in %) ______________________________________ Inferences: Most of the respondents did not respond to this question as it will give a negative Inference: The respondents strongly disagree the reasons for leaving micro financing institutions such as interest rate too high, inability to pay loan for family reasons while they agree that reasons for leaving MFIs are did not need loan anymore and did not like periodicity in repayment. Inferences: Most of the respondents were male, middle aged from semi urban areas and they have participated through Self Help group. This shows that MFI"s still has not penetrated in the rural areas. Inference: Most of the respondents disagree that high interest rate and inability to repay loan family reasons behind leaving MFIs. This is very surprising that high interest is not the prime concern for the borrowers also. 
